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** ******* 
Tie idea to commence a Adult route to membership of NIESV was considered by he Council in 2013 at Uyo-Akwa-Ibom State Council Meeting. A committee was fo rmed to look into modalities for recruiting mature Estate Surveyors into the 
profession. The outcome of this Co mmittee is the manifestation of this Lecture Notes. 
The Membership Committee ensures that candidates with a Degree or HND in Estate 
Management and Valuation, who have attained the age of at least 50 years and have 
been in practice for over two decades should be allowed to apply forth is special route. 
Scholars and practitioners are engaged to prepare lecture notes for the task tailored in 
line with our Professional Examination syllabuses. I am particularly grateful to this 
group of researchers who did not only provide educative and teaching materials on 
relevant areas of our practice, but did it with a dispatch. Thankyouforthisoutstanding 
task. 
The President of NIES~ Olorogun j ames Omeru has been very supportive in ensuring 
that success of this lofty project is achieved. He particularly chaired a meeting of a 
group of Land Administrators in Ben(n City in 2013 and promised tGJ put an end to non-
professionals heading our State and National Ministries of Lands in Nigeria. 
The programme is intended to bring mature members of profession into our 
membership cadre through a well formulated and rigorous training over a specified 
period. 
This particular edition covers Principles of Valuation, Building Construction 
Professional Practice, Advanced Valuation I and nand Professional Report Writing. 
Dr. B.]. PatunolaAjayi 
Chairman, NIESV Membersh ip Committee, 
Ahuja, FCT-Nigeria 
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h e  s u c c e s s  o f  t h e  f i r s t  e d i t i o n  o f  t h i s  b o o k  p r o p e l s  t h e  M e m b e r s h i p  C o m m i t t e e  o f  
t h e  N I E S V  t o  s e a r c h  f o r  a n  i m p r o v e m e n t  a n d  a n  i n t r o d u c t i o n  o f  n e w  t o p i c s  i n  
t h i s  e d i t i o n  E m e r g i n g  G l o b a l  c h a l l e n g e s  i n  R e a l  E s t a t e  S u r v e y i n g  a n d  Valw;;~tion 
P r a c t i c e  c a l l  f o r  l e a r n i n g  n e w  t o p i c s  t o  s o l v e  t h e m .  t h i s  e d i t i o n  i n c l u d e s  I n t e r n a " t i o n a l  
F i n a n c i a l  R e p o r t i n g  S t a n d a r d s ,  L a n d  A d m i n i s t r a t i o n  a n d  M a n a g e m e n t ,  P r o p e r t y  
R a t i n g  a n d  T a x a t i o n  a n d  o t h e r  c o n t e m p o r a r y  t o p i c s .  
A d d i t i o n a l  m e m b e r  w a s  i n v i t e d  t o  c o n t r i b u t e  c h a p t e r s  t o  t h i s  e d i t i o n  t o  a u g u m e n t  t h e  
e x i s t i n g  p o o l  o f  d i s c u s s i o n s  a n d  e n r i c h i n g  t h i s  e d i t i o n .  
T h e  e n t h u s i a s m  d i s p l a y e d  b y  t h e s e  e h e r g i c  a n d  b r i l l i a n t  c o n t r i b u t o r s  i s  n o t  o n l y  t o  b e  
a p p r e c i a t e d  b u t  t h e  p r o m p t n e s s  i n  r e s p o n d i n g  t o  t h e  s u b m i s s i o n  o f  t o p i c s  c o v e r e d  a r e  
i n v a l u a b l y  c o m m e n d a b l e .  I  a p p r e c i a t e  t h e  c o n t r i b u t i o n s  a n d  s u p p o r t  o f  o u r  a m i a b l e  
P r e s i d e n t  O l o r o g u n j a m e s  O m e r u , f o r  h i s  e f f o r t  i n  s e e i n g  t o  t h e  s u c c e s s f u l  p r o d u c t i o n  o f  
t h e  b o o k  a n d  t r a i n i n g  t h a t  s u b s e q u e n t l y  f o l l o w e d .  
T h a n k  y o u  A l m i g h t y  G o d  f o r  m a k i n g  a n  i d e a  o f  a  y o u n g  g u y  f r o m  f a r  a w a y  B a u c h i  a  
r e a l i t y  a n d  s p a r i n g  o u r  l i v e s  t o  t h i s  m o m e n t .  
T h a n k  y o u  a l l .  
D r .  B . ] .  P a t u n o l a A j a y i  
C h a i r m a n ,  N I E S V  M e m b e r s h i p  C o m m i t t e e  
A b u j a ,  F C T ,  N i g e r i a .  
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*** ****** 
After the successful conduct of the two Adult Route to Membership Programmes which produced dozens of qualified Estate Surveyors and Valuers, this eaition seek to build on the success of the previous ones. This is a major programme to 
the organized under my watch as the First Second Vice President ofNIEVS. 
The only way to bridge the gap existing in the public offices in Nigeria and replacing the 
quacks heading our State Min istry of Lands is through this programme as noted by the 
council of the Institution. The contemporary issues discussed in this edition will expose 
candidate-s to challenge in real estat.e industry. I am highly optimist:ic that after this 
training, participants will gain tremendous knowledge which they will find very useful 
in the their various offices and thereby advance the course of the profession. 
I appreciate the contribution of the President ofNIEVS, in person of Dr. Patun-Ola Ajayi. 
I also acknowledge and commend the effort of scholars like is organised as a 
continuation of the previous ones. Th is is the only programme to be organized under me 
as the First Second Vice President of NIEVS. I appreciate the contribution of the 
Presiden t ofNIEVS, in person of Dr. Patun-0/a Ajayi. I also appreciate the efforts of the 
contributors of the topics covered in this publications like ESV. Adedayo Adebayq~ ESV. 
Iroham C.O~ ESV. Olurotimi Kemiki~ ESV. Salau L. Tunde and · ESV. Ban'lidele 
Ogunleye who contributed the topics covered in this publications. 
Thankyou and God bless. 
ESV Rowland Abunta~ FNIVS 
1st Vice President, and Chairman ofMembership Committee, NIEVS. 
. . 
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I
t  w a s  b r o u g h t  t o  m y  n o t i c e  r e c e n t l y  t h a t  t h e  c u r r e n t  D i r e c t o r s  o f  L a n d s  i n  s o m e  
S t a t e s  o f  t h e  F e d e r a t i o n  a r e  n o w  r e g i s t e r e d  E s t a t e  S u r v e y o r s  a n d  V a l u e r s .  T h i s  
d e v e l o p m e n t  i s  n o t e - w o r t h y  c o n s i d e r i n g  t h e  f a c t  t h a t  t h e s e  r e g i s t e r e d  p r o f e s s i o n a l s  
a r e  p r o d u c t s  o f  t h e  p r e v i o u s  p r o g r a m m e s  w e  h a v e  c o n d u c t e d .  
W i t h  t h i s  g o o d  n e w s ,  t h e  c a r d i n a l  a i m  o f  s t a r t i n g  A b d u l - R o u t e  t o  M e m b e r s h i p  o f N I E S V  
h a s  b e e n  a c h i e v e d .  •  ·  
T h e  e f f o r t  o f  t h e  F i r s t  V i c e  P r e s i d e n t  o f N I E S V ,  E V S  R o w l a n d  A b u n t a ,  F M V S  i n  e n s u r i n g  
t h e  s u c c e s s f u l  c o m p l e t i o n  o f  t h i s  t r e a t i s e  a n d  t h e  c o n t i n u a t i o n  o f  t h i s  p r o g r a m m e  i s  
a c k n o w l e d g e d  a n d  c o m m e n d a b l e .  t h e  s c h o l a r s ,  w h o  c o n t r i b u t e d  t o p i c s  t o  t h e s e  b o o k s  
a l s o  d e s e r v e  o u r  g r a t i t u d e  a s  t h e y  h a v e  p u t  i n  t h e i r  b e s t  t o  t r e a t  a n d  p r e s e n t  c o u r s e s  
h i t h e r t o  c o n s i d e r e d  c o m p l i c a t e d  i n  a  s i m p l i s t i c  f o r m ,  f o r  q u i c k e r  u n d e r s t a n d i n g .  T h e  
t i m e  t h e y  d e v o t e d  t o  w r i t i n g  t h e  t o p i c s  l e c t u r i n g / e x a m i n i n g  t h e  c a n d i d a t e s  i s  a l s o  
n o t e d  a n d  a p p r e c i a t e d .  
T h e  b e s t  w a y  t o  k e e p  u p  w i t h  s w i f t  i n  t h e  p r a c t i c e  o f  o u r  p r o f e s s i o n  g l o b a l l y ,  i s  t h r o u g h  
t h e  t r a i n i n g  a n d  r e - t r a i n i n g  o f  m e m b e r s  a n d  t h a t  i s  w h a t  t h i s  p r o g r a m m e  i s  t a i l m - : e d  t o  
a~fu~ •  ·  
I t  i s  m y  f i r m  b e l i e f  t h a t  E s t a t e  S u r v e y o r s  a n d  V a l u e r s  i n  p r a c t i c e  a n d  t h e i r  c o l l e a g u e  i n  
t h e  c l a s s r o o m ,  w i l l  f i n d  t h i s  p u b l i c a t i o n  a s  v a l u a b l e  a s  a  f o u n t a i n ,  t h r o u g h  w h i c h  t h e y  
c a n  t a p  n e w  k n o w l e d g e .  
T h a n k  y o u  a l l  
~ •  
D r .  P a t u n o l a  A j a y i  ( F N I S V )  
P r e s i d e n t ,  t h e  N i g e r i a n  I n s t i t u t i o n  o f  E s t a t e  S u r v e y o r s  a n d  V a l u e r s .  
S e n i o r  R o u t e  t o  M e m b e r s h i p  o f  N I E S V ,  2 0 1 6  
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Contributors 
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Th e Nigerian Institution of Estate Surveyors and Valuers (NIESV) is grateful to 
the following scholars for contributing to the writing of chapters of this book. 
Th eir efforts shall be recognised for providing a selfless service to the Institution. 
Th ankyo,u. , . 
1. ESV. Adedayo Adebayo (PhD). A Lecturer at the Department of Estate 
Management and Valuation Federal University ofTechnolog~ Akure, On do State 
-Nigeria. 
2. ESV.lroham C.O. (PhD)- Lectures at the Department of Estate Management, 
College of Science and Tech nology, Covenant University, Ota, Ogun State -
Nigeria. 
3. ESV. Olurotimi Kemiki (PhD): A Lecturer at the Department of Estate 
Management and Valuation, Federal University ofTechnolog~ Minna Niger State 
- Nigeria. Chairman, NIESV, Niger State Branch. 
4. ESV. Salau Liadi Tunde (PhD): Head of Deportment, Department of Estate 
Management and Valuation, Federal Polytechnic, Bauchi and Chairman, NIESV, 
BauchijGombe States Branch. • · 
5. ESV. (Chief) Bamidele Ogunleye (PhD): The Chairman, On do State Branch of 
NIESV and a Lecturer at the Department of Estate Management, and Valuation, 
Federal University ofTechnolog~ Akure, On do State. 
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P r i n c i p l e s  O f  P r o p e r t y  V a l u a  
A  
~ 0  
p r e m i u m  i s  a  s u m  o f  m o n e y  t h a t  i s  p a i d  b y  a  l e s s e e  a t  t h e  c o m m e n c e m e n t  o r  
d u r i n g  t h e  p e r i o d  o f  a  l e a s e  i n  o r d e r  t o  g e t  c o n s i d e r a t i o n  f o r  a  r e d u c t i o n  i n  r e n t .  
A t  a  l o w  r e n t  s i g n i f i e s  a  r e n t  b e l o w  f u l l  r e n t a l  v a l u e  ( r a c k  r e n t ) ,  a n d  t h e  o t h e r  
b e n e f i t s  w i l l  b e ,  a s  a  r u l e ,  f i n a n c i a l ,  h a v i n g  t h e  s a m e  e f f e c t  a s  a  r e d u c t i o n  i n  r e n t .  
E x a m p l e s  r e l a t i n g  t o  t h e  e x i s t e n c e  o f  p r e m i u m  a r e  t h e  t e n a n t  p a y i n g  f o r  r e p a i r s  t h a t  
w o u l d  n o r m a l l y  b e  t h e  l a n d l o r d ' s  r e s p o n s i b i l i t y ,  a n d  t h e  t e n a n t  f i n a n c i n g  t h e  e x t e n s i o n  
o f  t h e  p r o p e r t y  w i t h o u t  b e i n g  c h a r g e d  a n  i n c r e a s e  i n  r e n t .  A  p r e m i u m  i s  o f t e n  p a i d  o n  
t h e  g r a n t  o r  . r e n e w a l  o f  a  l e a s e ,  b u t  t h e r e  m a y  b e  m o r e  t h a n  o n e  pr~~ium, p a y a b l e  a t  
a n y t i m e  d u r i n g  t h e  l e a s e  t e r m .  I t  e n t a i l s  a  c a s h  g a i n  c o u p l e d  w i t h  a  l o s s  o f  r e n t  f o r  t h e  
l a n d l o r d  b e c a u s e  t h e  u s u a l  r e s u l t  o f  c h a r g i n g  a  p r e m i u m  w i l l  b e  a  l e t t i n g  a t  l e s s  t h a n  
F R V .  T h e  l a n d l o r d  i s  t h e r e f o r e  s e l l i n g  p a r t  o f  h i s  i n c o m e .  T h e  t e n a n t  w i l l  b e  p a y i n g  a  
l u m p  s u m  i n  r e t u r n  f o r  a  l e a s e  a t  a  r e n t  b e l o w  t h e  F R V ,  e f f e c t i v e l y  b u y i n g  a  p r o f i t  r e n t .  
T h e  p a y m e n t  o f  a  p r e m i u m  h a s  m a n y  a d v a n t a g e s  t o  t h e  t e n a n t .  I t  c o u l d  b e  c o n c l u d e d  
t h a t  p r e m i u m s  w i l l  u s u a l l y  b e  p a i d  w h e r e  t h e r e  i s  a  s e l l e r ' s  m a r k e t ,  t h a t  i s ,  w h e r e  t h e r e  
i s  o r  t h e r e  e x i s t s  a  c o m p e t i t i o n  a m o n g  p r o s p e c t i v e  t e n a n t s  t o  s e c u r e  a n  a g r e e m e n t  w i t h  
t h e  p r o s p e c t i v e  l a n d l o r d .  
A l t h o u g h  t h e  a m o u n t  o f  t h e  p r e m i u m  w i l l  r e f l e c t t h e  d i s c o u n t i n g  o f  f u t u r e  i n c o m e ,  i n t o  
a n  i m m e d i a t e  l u m p  s u m  r e c e i v a b l e  i n s t e a d  o f  a  f u t u r e  f l o w  o f  i n c o m e ,  t h i s  i s  o f t e n  m o r e  
a t t r a c t i v e  d u e  t o  t h e  ' t i m e  v a l u e  o f  m o n e y ' .  T h e  l a n d l o r d  m a y  p r e f e r  a  l u m p  s 4 m  i n  
o r d e r  t o  m e e t  a n  i m m e d i a t e  e x p e n s e  o r  t o  m a k e  a n y  k i n d  o f  c a s h  i n v e s t m e n t .  R e c e i p t  o f  
a  l u m p  s u m  i m m e d i a t e l y  m a y  r e d u c e  t h e  d i m i n i s h i n g  e f f e c t  t h a t  i n f l a t i o n  h a s  o n  t h e  
v a l u e  o f  f u t u r e  i n c o m e  i n  r e a l  t e r m s ,  e s p e c i a l l y  i f  r e n t  r e v i e w  p e r i o d s  a r e  l o n g e r  t h a n  i s  
f a v o u r a b l e  t o  t h e  l a n d l o r d .  A  p r e m i u m  s h o u l d  i n c r e a s e  t h e  l a n d l o r d ' s  s e c u r i t y  o f  
i n c o m e .  O n c e  t h e  t e n a n t  h a s  p a i d  a  p r e m i u m ,  h e  h a s  i n v e s t e d  m o n e y  i n  h i s  o c c u p a t i o n  
o f  t h e  p r e m i s e s  i n  e x p e c t a t i o n  o f r r i a k i n g  a n  a c t u a l  o r  n o t i o n a l  p r o f i t  r e n t .  A s  a  r e s u l t ,  h e  
i s  m o r e  l i k e l y  t o  r e m a i n  i n  o c c u p a t i o n  o f  t h e  p r e m i s e s  a n d  s h o u l d  b e  a  m o r e  r e l i a b l e  
t e n a n t .  S o m e  o f  t h e  r i s k  a t t a c h e d  t o  t h e  i n v e s t m e n t  f r o m  t h e  l a n d l o r d ' s  p o i n t  o f  v i e w  
m a y  b e  r e d u c e d .  A  p r e m i u m  m a y  b e  u s e d  a s  a  l o s s  o r  d e d u c t i o n  t o  b e · m a d e  f r o m  p r o f i t s  
w h e n  b e i n g  a s s e s s e d  f o r  i n c o m e  t a x  o r  c a p i t a l  g a i n s  t a x .  P a y i n g  a  p r e m i u m  m a y  b e  
a d v a n t a g e o u s  t o  a  t e n a n t  w h e n  h i s  f i n a n c i a l  c i r c u m s t a n c e s  a r e  s u c h  t h a t  h e  p r e f e r s  t o  
p a r t  w i t h  c a p i t a l  i n  o r d e r  t o  r e d u c e  h i s  f u t u r e  r e c u r r i n g  e x p e n s e s .  H o w e v e r ,  t h e  
l a n d l o r d  w i l l  u s u a l l y  e n j o y  t h e  g r e a t e r  b e n e f i t s ,  a n d  p r e m i u m s  w i l l  o n l y  u s u a l l y  b e  p a i d  
w h e n  t h e  p r o p e r t y  i n  q u e s t i o n  a t t r a c t s  m a n y  p r o s p e c t i v e  t e n a n t s .  
I n  d i s c u s s i n g  p r e m i u m  i t  s h o u l d  b e  s t a t e d  h e r e  t h a t  t h i s  i s  a n  a s p e c t  o f  L a n d l o r d  a n d  
T e n a n t  V a l u a t i o n .  T h e  i n c o m e  a p p r o a c h  t o  p r o p e r t y  v a l u a t i o n  p r i n c i p a l l y  c e n t r e s  
p a r t i c u l a r l y  o n  t h e  r e l a t i o n s h i p  b e t w e e n  l a n d l o r d  a n d  t e n a n t .  W e  w i l l  e x a m i n e  s e v e r a l  
o f  t h e  v a l u a t i o n  p r o b l e m s  r a i s e d  b y  t h i s  r e l a t i o n s h i p .  
V a l u a t i o n  T e c h n i q u e  
F r o m  t h e  l e s s o r ' s  p o i n t  o f  v i e w ,  t h e  r e c e i p t  o f  a  p r e m i u m  h a s  t h e  a d v a n t a g e s  o f  s e c u r i n g  
a n  i m m e d i a t e  c a p i t a l  s u m ,  w h i c h  m a y  h a v e  c e r t a i n  t a x  a d v a n t a g e s  a n d  i n c r e a s i n g  t h e  
s e c u r i t y  o f  h i s  i n c o m e  f r o m  t h e  p r o p e r t y  i n  s o  f a r  a s  a  t e n a n t  i s  p e r h a p s  m o r e  l i k e l y  t o  
d e f a u l t v  
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default when purchasing the full rental value. 
From the lessee's point of view, it is also possible for a premium to produce certain tax 
advantages. Where a premium is paid, the lessor regards the transaction as part of his 
income for the period of the lease; and from the lessee's view point, he is investing 
money in the property, by purchasing a profit rent: 
The capital invested by the lessee depreciates as the term runs out; therefore, 
provisions must be made for a sinking fund. Hence, the valuation problem may take one 
of two forms: 
1. What premium should be paid in consideration of a specified reduction in rent? 
2. What. reduction should be ma~e in the rent in consideratjoo. of a specified 
premium? 
A lessee may request a specified deduction in rent per annum upon the granting of a 
lease, the premium to be paid should be equivalent to the capital value of the annual 
profit rent. 
Question: Mr. Babaginda has been granted a 14-year lease of a shop having a net 
rack rental value of N3, 000 per annum. He has agreed to payN2, 000 per annum 
subject to the immediate payment of a premium. Calculate the premium. Assume a 
yield of7% and tax liability of 40K in the Naira. 
Solution: 
Net rack rental value 
Less Rentto be paid per annum 
Profitrentper annum 
YPfor 14yrs @7%and 2.5% (tax40kin N) 
(Remember the Dual rate formula:r affected by a tax factor 
=YP=l 
i+s(1/1-x) 
=YP=l 
i+i/(1+i)"(1/1-x) ~ 
=YP= 1 
- 0.07 + 0.025/(1.025) 14 (1/1-0.4) 
YP=1 
0.07 + 0.025/(1.025f4 (100/60) 
YP=5.852 
Premium= NS, 852 
=N3:000pa 
=N2,000 
=N1,000 
. . 
Alternatively the premium may be agreed and the reduction in rent per annum will 
need to be calculated. The lessee will forgo a capital sum and he will expect in return a 
reduction in rent totalling: 
1. The interest foregone on the premium at the leasehold rate of interest i and : · 
2. A sum sufficient to recover the initial capital outlay by means of a sinking fund 
(adjusted for tax liabilities) at the time the lease expires s(1/1-x), so as to result 
to a total ofi +s (1/1-x). 
This is the annual equivalent of the premium or the annuity N1 will purchase. 
The reduction may be calculated as Premium x Annuity N1 will purchase or -
more conveniently: Premium/YP for the term of the lease. 
. . 
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Q u e s t i o n :  A  l o c k  u p  s t o r e  i s  t o  b e  l e t  o n  a  1 4 - y e a r  f u l l  r e p a i r i n g  a n d  i n s u r i n g  l e a s e  
h a v i n g  a  n e t  r a c k  r e n t a l  v a l u e  o f N 2
1  
4 0 0  p e r  a n n u m .  T h e  t e n a n t  h a s  a g r e e d  t o  p a y  a  
p r e m i u m  o f  N 4
1  
0 0 0  a t  t h e  c o m m e n c e m e n t  o f  t h e  l e a s e .  C a l c u l a t e  t h e  r e n t  p e r  
a n n u m  t o  b e  p a i d  a s s u m e  a  y i e l d  o f 7 %  a n d  a  t a x  l i a b i l i t y  o f 4 0 K  i n  t h e  N a i r a  i s  
e n v i s a g e d  
S o l u t i o n :  
N e t  r a c k  r e n t a l  v a l u e  = N 2 4 0 0  p e r  a n n u m  
L e s s  r e d u c t i o n  i n  r e n t  
A n n u a l  e q u i v a l e n t  o f  t h e  p r e m i u m  
= 4 ,  0 0 0  
Y P  1 4 y r s  @ 7 % a n d  2 . 5 %  n e t ( t a x 4 0 k i n  N )  =  5 . 8 5 2  = N 6 8 4  
R e n t t o  b e p , a i d p e r a n n u m  =  ~ = N 1 ,  7 1 , 6  .  
T h e r e  m a y  b e  c i r c u m s t a n c e s  w h e r e  t h e  t e n a n t  a g r e e s  t o  p a y  a  p r e m i u m  a t  a  f u t u r e  d a t e .  
I n  o r d e r  t o  c a l c u l a t e  t h e  r e d u c t i o n  i n  r e n t  p e r  a n n u m ,  t h e  p r e s e n t  c o s t  o f  t h e  f u t u r e  
p r e m i u m  m a y  b e  d e t e r m i n e d  a n d  t h e  a n n u a l  e q u i v a l e n t  t h e n  f o u n d .  
Q u e s t i o n :  C h i e f O k o r o  h a s  b e e n  g r a n t e d  a  1 4 - y e a r  f u l l  r e p a i r i n g  a n d  i n s u r i n g  l e a s e  
o f  p r e m i s e s  h a v i n g  a  n e t  r a c k  r e n t a l  v a l u e  p e r  a n n u m  o f  N4~000. T h e  t e n a n t  h a s  
a g r e e d  t o  p a y  a  p r e m i u m  o f  N 6
1  
0 0 0  i n  5  y e a r s  t i m e .  C a l c u l a t e  t h e  r e n t  p e r  a n n u m  
h e  s h o u l d  p a y  a s s u m i n g  a  y i e l d  o f B %  a n d  a  t a x  l i a b i l i t y  o f  4 0 K  i n  t h e  N a i r a .  
S o l u t i o n :  
N e t  r a c k  r e n t a l  v a l u e  
L e s s  r e d u c t i o n  i n  r e n t  
P r e s e n t  c o s t  o f  p r e m i u m =  
N 6 ,  0 0 0  x  P V o f N l  i n  5  y e a r s @  2 . 5 %  
= N 6 ,  0 0 0  X  0 . 8 8 4  =  N 5 ,  3 0 4  
A n n u a l  e q u i v a l e n t =  N 5 ,  3 0 4  
Y P  1 4 y r s @  8 %  a n d  2 . 5 %  ( t a x 4 0 K i n  N a i r a )  
= N 5 , 3 0 4  
5 . 5 2 8  
R e n t t o  b e  p a u d  p e r  a n n u m  
= N 9 6 0  
N 3 ,  0 4 0  
= N 4 ,  0 0 0  p . a .  
'  
W h e r e  a  t e n a n t  h a s  a  l i a b i l i t r y  t o  p a y  a  p r e m i u m  a t  a  k n o w n  f u t u r e  d a t e ,  h e  m a y  p r o v i d e  
f o r  t h i s  b y  i n v e s t i n g  a  c a p i t a l  s u m  o r  b y  a n  a n n u a l  s i n k i n g  f u n d .  I n  e i t h e r  o f  t h e  c a s e s ,  t h e  
r a t e  o f  i n t e r e s t  f o r  i n v e s t m e n t  t o  p r o v i d e  t h e  c a p i t a l  s u m  s h o u l d  b e  a  l o w - r i s k - f r e e  r a t e ,  
t h a t  i s ,  a n  a c c u m u l a t i v e  r a t e  o f  i n t e r e s t  s u m  a s  l o w  a s  2 . 5 %  o r  3 %  n e t .  
F o r  i n s t a n c e  c o n s i d e r i n g  t h e  p r e v i o u s  e x a m p l e  w h e r e  a  t e n a n t  a g r e e d  t o  p a y  a  
p r e m i u m  o f  N 6 ,  0 0 0  i n  5  y e a r s  t i m e ,  t h i s  m a y  b e  p r o v i d e d  b y  i n v e s t m e n t  o f  a n  i n i t i a l  
c a p i t a l  s u m  o r  a n  a n n u a l  s i n k i n g  f u n d .  
H e n c e ,  ( i )  i n i t i a l  c a p i t a l  s u m =  N 6 ,  0 0 0  x  P V o f N l  i n  5  y r s  @ 2 . 5 %  
=  N 6 ,  0 0 0  X  0 . 8 8 4  =  N 5 ,  3 0 4  
( i i )  A n n u a l  s i n k i n g  f u n d =  N 6 ,  0 0 0  x A n n u a l  S i n k i n g  f u n d  t o  p r o v i d e  N l  i n  5 y r s @  2 . 5 %  =  
N 6 , 0 0 0 x 0 . 1 9 0  = N 1 1 4 0  
H o w e v e r  t h e  v a l u e  o f  t h e  f u t u r e  p r e m i u m  t o  t h e  l a n d l o r d  a t  t h e  c o m m e n c e m e n t  o f  t h e  
l e a s e  i s  N 6 ,  0 0 0  d e f e r r e d  b y  a  r e m u n e r a t i v e  r a t e  o f i n t e r e s t t h a t i s N 6 ,  0 0 0  x  P V  o f N l  i n  5  
y r s @ 8 %  
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t h e  a p p 1  
T h e  e f f e  
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t h a t w h i  
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Q u e s t i o  
proper~ 
o n c a p i t  
S o l u t i o !  
C a p i t a l  I  
Y P 3 0 y r  
N 5 , 0 0 0  
8 . 4 7  
E q u i v a l •  
C a p i t a l e  
( i )  A  
( i i ) A l  
I n  e i t h e r  
t o  t h e r e  
r e g a r d s  
n u m b e r  
m a d e ,  s i :  
f o r  t h e n  
A d d i t i o n  
i n  a  n e w  
a n d  e x t e  
o f  y e a r s  1  
i f  a  l e s s e  
m a y b e  a  
t h a t  t h e  
se =N6,000x0.681=N4086 
, a It is usual however to calculate the premium or rent from the tenants view point. 
er 
Virtual Rent And Costs In Use , . 
Virtual or sitting rent is the term applied to the true annual cost of premises to a lessee. 
It is the rent paid together with the annual equivalent of any capital sums he may have 
expended on the premises from time to time. It should be noted that when a person 
expends capital on property in which he has only a terrminable interest, such capital 
invested would have been invested elsewhere and would have borne interest at a fair 
reate percent but also that an annual sinking fund ought to be provided to replace this 
capital by the time the party's interest in the property expires. For instance if a lessee 
whose term has thirty years still to run spends N5, 000 on improvements to the 
property, not only will the expenditure cost him interest on the N5, 000 throughoutthe 
term but he ought also to provide for the replacement of the N5, 000 by the time his 
tte. lease runs out in 30 years time. The annual amount of interest and sinking fund op the 
1re sum in question is known as its annual equivalent and can be found by ~ither 
multiplying the capital sum by the annuity which Nl will purchase or by dividing it by 
the appropraite figure of years purchase for the period which the lease still has to run. 
1se The effect of either method is to spread the expenditure over the term and show its true 
ws annual cost to the lessee. The rate percent at which interest on capital is allowed will be 
'lm that which might reasonably be expected from a security of similar type to the property 
in question. 
Question: What is the annual equivalent of a capital sum of NS; 000 expended on 
property by a Alhaji Deji whose term has still thirty years to run assuming interest 
on capital at 7 percent 
Solution: 
Capital Expenditure= N5, 000 
YP 30yrs@ 7% &2.5% (tax40kin N) =8.47 
NS, 000 
8.47 
Equivalent annual cost= N590. 32 
Capital expenditure by a lessee may be of two principal types 
(i) A premium paid on taking up of a lease 
Tide (ii) Alterations, improvements and other capital works to the property itself 
. the In either case the annual equivalent of the capital sum or sums expended must be added 
·ate, to the rent actually paid in order to find the lessee's virtual or sitting rent. However, in 
regards to the second scenario, the capital sum expended must be spread over the 
lY a number of years still remaining for the lease at the time when the expenditure was 
itial made, since this is the period over which the lessee should be providing a sinking fund 
i% = 
fthe 
l in 5 
-
• 
' 
for the replacement of the sum in question. ' · 
Additions or improvements to a property such as the building of a garage or the putting 
in a new shop in front are clearly capital expenditure but a large sum spent on internal 
and external decorations and repairs after a lesee has been in possession for a number 
of years may properly be regarded as merely accrued annual repairs. On the other hand 
if a lessee spends a considerable sum on repairs immediately after taken up a lea·se, it 
may be assumed that the rent reserved was lower on the condition of the premises and 
that the expenditure made is in form of a premium which should be spread over the 
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t e r m  o f  t h e  l e a s e  i n  c a l c u l a t i n g  t h e  s i t t i n g  r e n t .  
y Y h e n  a  l e s s e e  c a r r i e s  o u t  a l t e r a t i o n s  t o  a  p r o p e r t y  h e  m a y  h a v e  t o  e n t e r  i n t o  a  c o v e n a n t  
W i t h  h i s  l a n d l o r d  t h a t  h e  w i l l  r e s t o r e  t h e  p r e m i s e s  t o  t h e i r  o r i g i n a l  f o r m  a t  t h e  e . l } d  o f  
t h e  l e a s e .  T h e  e s t i m a t e d  c o s t  o f  t h i s  w o r k  m u s t  b e  c o n s i d e r e d  i n  c a l c u l a t i n g  v i r t u a l  
r e n t .  T h e  l e s s e e  w i l l  n o t  o n l y  l o s e  i n t e r e s t  o n  t h i s  s u m  d u r i n g  t h e  t e r m  b u t  h e  s h o u l d  b e  
s e t t i n g  a s i d e  a  s i n k i n g  f u n d  t o  p r o v i d e  f o r  i t  a n d  t h i s  w i l l  f o r m  p a r t  o f  t h e  a n n u a l  
e q u i v a l e n t  c o s t  o f t h e  p r e m i s e s  t o  h i m .  W h e r e  p r e m i s e s  a r e  u s e d  f o r  a  t r a d e ,  b u s i n e s s  
o r  p r o f e s s i o n  a  t e n a n t  w h o  m a k e s  a n  i m p r o v e m e n t  t o  t h e  p r o p e r t y  m a y  b e  e n t i t l e d  t o  a  
c o m p e n s a t i o n  f o r  i t  a t  t h e  e n d  o f  h i s  t e n a n c y  u n d e r  t h e  t e r m s  o f  t h e  L a n d l o r d / T e n a n t  
a g r e e m e n t  o r  h e  m a y  b e  e n t i t l e d  t o  a  n e w  l e a s e  o n  t h e  e x p i r a t i o n  o f  t h e  p r e s e n t  t e r m  
u n d e r  t h e  L a n d l o r d / T e n a n t  a g r e e m e n t  a t  a  r e n t  w h i c h  e x c l u d e s  t h e  v a l u e  o f  t h e  
i m p r o v e m e n t .  W h e r e  e i t h e r  i s  t h e  c a s e . i t  i s  n o t  n e c e s s a r y  t o  p r o v i d e  f o r  s e t t i n g  a s i d e  o f  
a  s i n k i n g  f u n d  f o r  w h o l e  o r  p a r t  o f  t h e  e x p e n d i t u r e  i n c u r r e d .  
R e p a i r s ,  r a t e s  a n d  o t h e r  o u t g o i n g s  w h i c h  t h e  l e s s e e  p a y s  a r e  n o t  u s u a l l y  t a k e n  i n t o  
c o n s i d e r a t i o n  i n  f i n d i n g  t h e  v i r t u a l  r e n t  o r  a n n u a l  e q u i v a l e n t  c o s t  o f  t h e  p r e m i s e s  t o  
h i m .  H e n c e ,  v i r t u a l  r e n t  i s  u s u a l l y  o n  t h e  s a m e  b a s i s  a s  n e t  r e n t .  T h e  t w o  m a i n  
j u s t i f i c a t i o n s  f o r  c a l c u l a t i n g  v i r t u a l  r e n t  a r e :  
( i )  T o  e n a b l e  t h e  l e s s e e  h a v e  k n o w l e d g e  o f  t h e  a n n u a l  c o s t  o f h i s  o c c u p a t i o n  
( i i )  T o  e n a b l e  a  p r o s p e c t i v e  o c c u p i e r  d e c i d e  b e t w e e n  a l t e r n a t i v e s  
A  p r o m i n e n t  m e t h o d  w h i c h  a l l o w s  c o m p a r i s o n  t o  b e  m a d e  b e t w e e n / a m o n g s t  
a l t e r n a t i v e s  i s  t h a t  o f " C o s t  i n  U s e " .  
C o s t  i n  U s e  w h i c h  s e e m s  s i m i l a r  t o  t h e  V i r t u a l  r e n t  n e e d s  t o  b e  d i f f e r e n t i a t e d  i n  v a r i o u s  
a r e a s .  F o r  i n s t a n c e  v i r t u a l  r e n t  r e p r e s e n t s  t h e  a n n u a l  c o s t  o f  o c c u p y i n g  a  p r o p e r t y  
w h i l e  C o s t  i n  U s e  s e e m s  t o  i n d i c a t e  t h e  s a m e  t h i n g  i t  i s  a p p l i c a b l e  t o  a n y  i t e m  o f  c a p i t a l  
e x p e n d i t u r e .  V i r t u a l  r e n t  i s  c o m p u t e d  o n  a  n e t  b a s i s  a n d  a s  s u c h  i g n o r e s  i t e m s  s u c h  a s  
r e p a i r i n g  c o s t  w h e r e a s  c o s t  i n  u s e  t a k e s  i n t o  c o n s i d e r a t i o n  c o s t s  o f  r e p a i r s  a n d  o t h e r  
s i m i l a r  c o s t s  o f  o u t g o i n g s .  C o s t  i n  U s e  c o n s i d e r s  v a r i o u s  c o s t s  i n  s u c h  a  w a y  t h a t  a l l  
a n n u a l  c o s t s  a r e  p u t  i n  c o n s i d e r a t i o n  r a n g i n g  f r o m  c o s t  o f  l i g h t i n g  a n d  h e a t i n g ,  
a d d i t i o n a l  l a b o u r  c o t s  i n c u r r e d  d u e  t o  p r e f e n c e  t o  a  p o o r l y  l a i d  o u t  f a c t o r y ,  a d d i t i o n a l  
h a n d l i n g  c o s t  i n c u r r e d  f o r  p r e f e r e n c e  t o  p a r t i c u l a r  d e s i g n s  a n d  i n s t a l l a t i o n s .  C o s t  i n  
u s e  i s  p r i n c i p a l l y  u s e d  f o r  c o m p a r i s o p  a m o n g s t  a l t e r n a t i v e s .  T h i s  , c o m p a r i s o n  t a k e s  
n o t e  o f  t h e  i n i t i a l  p u r c h a s e  c o s t s  a n d  t h e  r u n n i n g  c o s t .  A  m e t h o d  a d o p t e d  i n  t h i s  
c o m p a r i s o n  w o u l d  b e  t o  c a p i t a l i z e  t h e  a n t i c i p a t e d  r u n n i n g  c o s t  d u r i n g  t h e  e s t i m a t e d  
l i f e  o f  t h e  f a c i l i t y  t o g e t h e r  w i t h  a n y  a n t i c i p a t e d  c a p i t a l  e x p e n s e s  i n  t h e  f u t u r e  a n d  t o  a d d  
t o  t h i s  f i g u r e  t h e  o r i g i n a l  c o s t  o f  p r o c u r e m e n t .  T h e  t o t a l  c o s t  o f  e a c h  a l t e r n a t i v e  i s  
c o m p a r e d  b e f o r e  d e c i s i o n  i s  m a d e .  A n o t h e r  m e t h o d  a d o p t e d  i s  t o  c a l c u l a t e  t h e  a n n u a l  
e q u i v a l e n t  o f  a l l  t h e  c a p i t a l  c o s t s  a n d  a d d  s a m e  t o  t h e  t o t a l  r u n n i n g  c o s t .  
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S u r r e n d e r  A n d  R e n e w a l  O f  L e a s e s  s t  
W h e n  t h e  t e n a n c y  / l e a s e  o f  a  l e s s e e  i s  a b o u t  t o  e x p i r e  t h e  o c c u p i e r  o r  t e n a n t  o f  t h e  f o r  
p r e m i s e s  w i l l  o f t e n  b e  a n x i o u s  t o  s t i l l  r e m a i n  i n  o c c u p a t i o n .  T h i s  i s  u s u a l l y  t o  c o n t i n u e  
w i t h  t h e  g o o d w i l l  t h e y  h a v e  e s t a b l i s h e d  i n  t h e  p r e m i s e s  o v e r  c e r t a i [ l  p e r i d  o f :  t i m e  
p a r t i c u l a r l y  a s  a  b u s i n e s s  o u t f i t .  O t h e r  r e a s o n s  t h a t  a l l u d e d  c o u l d  b e  c o n s i d e r a b l e  
e x p e n s e s  i n v o l v e d  i n  m o v i n g  b u s i n e s s ,  f e a r  o f  l o s s  o f  t r a d e  a n d  c o n s e q u e n t l y  l o s s  o f  i s  
p r o f i t .  D u e  t o  t h e  a t t a c h m e n t  i n  s u c h  p r e m i s e s  r e s u l t i n g  f r o m  o c c u p a t i o n  i n  t h e  p a s t  d i s  
y e a r s  t h e  l e s s e e  m a y  d e c i d e  t o  s u r r e n d e r  t h e  b a l a n c e  o f  h i s  p r e s e n t  t e r m  i n  e x c h a n g e  v a l  
f o r  t h e  g r a n t  o f  a  n e w  l e a s e  b a s e d  o n  e i t h e r  t h e  c u r r e n t  t e r m  o r  c o n d i t i o n  o r  f o r  s o m e  U n  
o t h e r  a g r e e d  t e r m  a n d  c o n d i t i o n .  F o r  a n y  o f  t h e  s c e n a r i o  t h e  q u e s t i o n s  t h a t  m i g h t  b e  t h e  
a n s w e r e d  a r e :  W h a t  i s  t h e  a p p r o p r a i t e  p r e m i u m  p a y a b l e  t o  t h e  l e s s o r  b y  t h e  l e s s e e  t o  t h J  
· e n  j o t  t h e  p r o p o s e d  e x t e n s i o n  o r  r e n e w a l  a n d  w h a t  n e w  r e n t  s u p p o s i n g  t h e  l e s s e e  d o e s  
.  .  .  
~ S e n i o r  R o u t e  t o  M e m b e r s h i p  o f  N I E S V ,  2 0 1 6  1 8  •  ~ 
t 
s 
y 
tl 
s 
r 
11 
::r 
::> ' 
3.1 
.n 
~s 
is 
~ d 
ld 
is 
tal 
he 
ue 
ne 
ble 
; of 
ast 
1ge 
me 
: be 
e to 
oes 
-
. ' 
not wish to pay a premium in lieu of the old rent. 
The premise behind these enquiries are that for the lessee to be interested in 
surrendering and renewing his existing lease there is a latent benefit accruing to him. If 
the true rental value of the premises exceeds the rent reserved under the present lease, 
the lessee has to compensate the lessor for the proposed extention. How the 
compensation is been handled is a matter of negotiation between the lessee and lessor. 
The agreement could be in the fo rm of the fresh lease being granted at the same rent and 
on the same term as at present this might entail the lessee paying a premium to the 
lessor or the payment of a capital sum in consideration of the lessee paying an increased 
rent throughout the proposed new term. There may also be an agreement of the 
payment of a certain sum as premium and also an increased rent throughout the term 
with the addition obligation on the lessee to make some capital improvement to the 
premises when the new lease is granted. The landlord on his own part will likely accede 
to the offer of renewal oflease as landlords are also anxious to retain good/ cool tenants 
and tend to avoid void. Landlords do commence negotiation for a new lease a few years 
to the end of the existing lease. 
Where tenant decides to give up an existing lease to enable negotiation of a new lease, it 
is called sur:render. In surrender the .current lease is yet to expire .whereas a new 
negotiation for a longer term is entered into. This is referred to as Surrender and 
Renewal (S&R). S&R arises from the landlord as well as from the tenant's pgint of view, 
comparing their present situation with that under the proposed lease 
The valuer can be called upon to act on behalf of any of the party either the lessee or the 
lessor hence; it is good for valuers to be conversant with the calculation from the point 
of view ofboth parties. The lessee should however be credited with the improved value 
of the property for the unexpired term of the existing lease. For instance if the balance of 
the lessee's term is ten years and he is occupying the premises at a profit rent ofNS, 000 
a year, it is obvious he has a valuable interest in the property which he will be giving up 
in exchange for the new lease. He is therefore entitled to have the value of the 
surrendered portion of his term set off against any benefits which he may derive. from 
the proposed extension. Hence, whether the calculation is made from the lessor's or 
lessee's point of view the principle involved in the calculation is that: 
(i) Estimating the value of the party's interest in the property, assuming no 
alteration in the presentterm was made; and 
(ii) Estimating the value of the party's interest assuming that the proposed renewal 
or extension was granted. 
The difference between these two figures should indicate the extent to which the lessee 
will gain or the lessor loses by the propqsed extension. The figures dE: rived are seldom a 
matter of precise mathematical calculations. Estimates made from the lessor's 
standpoint and that made from the !esse's standpoint are not usually alike, hence a need 
for negotiation between both parties. The valuer not witstanding his client is advisable 
to look at his claculations on both standpoints as this will put him in a vantage point of 
advising his client appropriately. 
even though most times the balance of the lease which the lessee is willing to surrender 
is usually a short one the incidence of income tax on sinking fund should not be 
discarded in valuing his interest under the existing lease and ultimately considered in 
valuing the proposed new lease. TENANTS' POINT OF VIEW 
Under the existing lease, a profit rent is enjoyed by the tenant. So that the surrender of 
the lease by the tenant would imply that a surrender of a valuable leasehold inter~st in 
the property has been made by him. The tenant will also be enjoying a profit rent in the 
Senior Route to Membership of NIESV, 2016 · 19. 
n e w  a r r a n g e m e n t .  H o w e v e r  a  p r e m i u m  i s  l i k e l y  t o  b e  d e m a n d e d  b y  t n e  l a n d l o r d .  T h e  
t e n a n t  w o u l d  r e a s o n a b l y  b e  e x p e c t e d  t o  b e  c o m p e n s a t e d  b y  a  r e d u c t i o n  i n  r e n t  u n d e r  
: t h e  p r o p o s e d  l e a s e .  T h e  a m o u n t  o f  s u c h  c o m p e n s a t i o n  w o u l d  b e  d e t e r m i n e d  b y  t h e  
v a l u e  o f t h e  l e a s e h o l d  i n t e r e s t  s u r r e n d e r e d .  T h e r e  i s  t h e r e f o r e  t h e  n e e d  t o  d e t e r m i n e  
t h e  v a l u e  o f  t h e  t e n a n t ' s  e x i s t i n g  l e a s e  a s  w e l l  a s  t h a t  o f  t h e  v a l u e  o f  t h e  p r o p o s e d  l e a s e .  
L a n d l o r d s '  P o i n t  O f V i e w  
C o n s i d e r i n g  t h e  f a c t  t h a t  t h e  l a n d l o r d  a n t i c i p a t e s  r e v e r s i o n  t o  f u l l  r e n t a l  v a l u e  a t  t h e  
e x p i r a t i o n  o ' f  t h e  e x i s t i n g  l e a s e ,  t h e  l a n d l o r d  w o u l d  n o t  e a s i l y  o r  r e a d i l y  a g r e e  t o  a n y  
i n d i s c r i m i n a t e  e x t e n s i o n  o f  t h e  t e n a n t ' s  e x i s t i n g  p r o f i t  r e n t .  H e  w o u l d  f o r  i n s t a n c e  l i k e  
t o  c o m p a r e  h i s  p o s i t i o n  u n d e r  t h e  e x i s t i n g  t e n a n c y  w i t h  h i s  p o s i t i o n  u n d e r  t h e  
p r o p o s e d  t e n a n c y  t o  e n s u r e  t h a t  h e  i s  n o t  w o r s e  o f f  b y  t h e  p r o p o s e d  e x t e n s i o n .  T h e r e  i s  
t h e r e f o r e  t h e  n e e d  t o  v a l u e  t h e  p r e s e n t  i n t e r e s t  o f  t h e  l a n d l o r d  a s  w e l l  a s  t h e  p r o p o s e d  
i n t e r e s t  f o r  t h e  p u r p o s e  o f  c o m p a r i s o n .  
V a l u e r s '  R o l e  
J u s t  a s  e a l i e r  s t a t e d  a  v a l u e r  a c t i n g  f o r  e i t h e r  o r  b o t h  p a r t i e s  w o u l d  t h e r e f o r e  c o n s i d e r  
t h e  p o s i t i o n  o f  b o t h  p a r t i e s  u n d e r  t h e  p r e s e n t  a n d  p r o p o s e d  t e n a n c y  s o  a s  t o  b e  w e l l  
i n f o r m e d  a n d  d i s t r o y  a n y  b i a s  o r  p r e j u d i c e  i n  c a r r y i n g  o u t  h i s  s t a t u t o r y  r o l e .  T h i s  w i l l  
i n v o l v e  a t  l e a s t  f o u r  s e p a r a t e  v a l u a t i o n s  f o r  e v e r y  p r o b l e m  o n  s u r r e n q e r  a n d  r e r i e w a l  
v a l u a t i o n .  
~ 
P r i n c i p l e s  I n v o l v e d  I n  T h e  C a l c u l a t i o n  O f S u r r e n d e r  A n d  R e n e w a l  
1 .  C a l c u l a t i o n s  s h o u l d  b e  m a d e  f r o m  t h e  p o i n t  o f  v i e w  o f  b o t h  p a r t i e s ,  i . e . ,  t h e  
l e s s o r  a n d  l e s s e e ' s  p o i n t s ·  o f  v i e w ,  w i t h  t h e  l e s s e e  b e i n g  c r e d i t e d  w i t h  t h e  
i m p r o v e d  v a l u e  o f  t h e  p r o p e r t y  f o r  t h e  u n e x p i r e d  t e r m  o f  t h e  e x i s t i n g  l e a s e .  
2 .  T h e  v a l u e r  s h o u l d  e s t i m a t e  t h e  v a l u e  o f  t h e  p a r t i e s '  i n t e r e s t  i n  t h e  p r o p e r t y ,  
a s s u m i n g  n o  s u r r e n d e r  w a s  p r o p o s e d  d u r i n g  t h e  p r e s e n t  t e r m  .  
3 .  E s t i m a t e  t h e  v a l u e  o f  t h e  p a r t i e s '  i n t e r e s t ,  a s s u m i n g  t h a t  t h e  p r o p o s e d  r e n e w a l  
o r  e x t e n s i o n s  w e r e  g r a n t e d .  
4 .  T h e  d i f f e r e n c e  b e t w e e n  t h e s e  t w o  f i g u r e s  ( i . e  2  &  3  a b o v e )  s h o u l d  i n d i c a t e  t h e  
e x t e n t  t o  w h i c h  t h e  l e s s e e  w i l l  g a i n  o r  t h e  l e s s o r  w i l l  l o s e  b y  t h e  p r o p o s e d  
e x t e n s i o n .  
Q u e s t i o n :  A l h a j i  U m a r u  h o l d i n g  a  s h o p  o n  a  r e p a i r i n g  l e a s e  f o r  4 0  y e a r s ,  o f  w h i c h  
s i x  y e a r s  a r e  u n e x p i r e d ,  d e s i r e s  t o  s u r r e n d e r  h i s  l e a s e  a n d  t o  o b t a i n  a  f r e s h  l e a s e  
f o r  4 0  y e a r s  a t  t h e  s a m e  r e n t .  T h e  r e n t  r e s e r v e d  u n d e r  t h e  p r e s e n t  l e a s e  i s  N 1  0 ,  0 0 0  
p e r  a n n u m  w h i l e  t h e  r a c k  r e n t  i s  N 2 5 ,  0 0 0  p e r  a n n u m .  C a l c u l a t e  a  r e a s o n a b l e  
p r e m i u m  t h a t  c a n  b e  n e g o t i a t e d  b e t w e e n  b o t h  p a r t i e s .  ( A s s u m e  8 %  &  2 . 5 %  w i t h  a  
t a x f a c t o r o f 4 0 % )  
S o l u t i o n :  
( A )  L e s s e e ' s  P o i n t o f V i e w :  
P r o p o s e d  I n t e r e s t s  
P r o f i t  r e n t  
Y P  4 0  y e a r s @  8 %  &  2 . 5 %  (  4 0 %  t a x )  
c v  
P r e s e n t  I n t e r e s t  
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N 1 5 ,  0 0 0  p . a .  
N 1 4 3 , 2 5 0  
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Profit rent 
YP 6years@ 8% & 2.5% ( 40% tax) 
cv 
Hence, the gain to the Lessee 
(B) Lessor's PointofView 
Present Interest 
Next 6 years rent reserved 
N15,000 
2.93 
N43,950 
N99,300 
YP 6 years@ 6% (due to more security) 
Reversion to full rental value 
4.92 
N10,000 
N25,000 
9.52 
N49,200 
YP per deferred 6 years@ 7% 
cv 
Proposed Interests 
Next40 years proposed rent N10, 000 
YP40years@ 6% 15.046 
Reversion to full rental value N25, 000 
• 0 
N238,000 
N287, 200 
N150,460 
YPperdeferred40years@ 7% 0.954 N23,850 
CV N174,310 
Hence, the loss to the lessor N112, 890 
For a conclusive premium agreeable by both parties to pay the average amount from 
botgh the gain accruing to the lessee and the loss accruing to the lessor can inform the 
decision. Thus, the premium payable= 
N99, 300 + N112, 890 
2 
Premium Payable= N106, 095 
Question: Assume in the preceeding question that instead of paying a premium, 
the lessee should pay an increased rent in the new term oflease. What should be 
the appropriate rent payable 
Solution: 
(A) Lessee's PointofView: 
Full rental value 
Deduct annual equivalent of value ofpr~sentinterest= 
(This can be seen above: N43, 950) 
N43, 950 
YP 40 years@ 8% & 2.5% ( 40% tax) 
Reasonable rent for new lease 
(B) Lessor's Point ofView: 
Value of present interest (as seen above) 
9.55 = 
Deduct value of proposed reversion to N25, 000 
= N25, 000 
. . 
N4,602 
= N20,398 
N287,200 
(asseenabove) N23,850 
Value of proposed term N263, 350 
DividedbyYP40years@6.5% 14.22 
Reasonable rent for new lease N18, 520 
To arrive at a consensus the appropriate rent payable will be an average of both parties 
viewpoints 
Thus: N20, 398 + N18, 520 = N19, 495 
2 
There are instances where the lessee has to make an expenditure on the 
property /premises in consideration for an extension of an existing lease. The value 
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a s c r i b e d  t o  t h e  p r o p e r t y  / p r e m i s e s  w i l l  d e f i n i t e l y  r e v e r t  t o  t h e  l e s s o r  a t  r e v e r s i o n ;  
h e n c e  t h e  l e s s e e  s h o u l d  b e  g i v e n  c r e d i t  f o r  t h e  v a l u e  d u e  t o  h i s  e x p e n d i t u r e  w h i c h  w i l l  
: r e v e r t  t o  t h e  l e s s o r  a t  t h e  e n d  o f  t h e  t e r m .  S u c h  s u m s  e x p e n d e d  m u s t  b e  t a k e n  i n t o  
c o n s i d e r a t i o n  w h e n  c o n s i d e r i n g  t h e  c o s t  o f  t h e  n e w  l e a s e  t o  t h e  l e s s e e .  
Q u e s t i o n :  
A  p r o p e r t y  u s e d  f o r  b a n k i n g  h a l l  i n  a  c i t y  c e n t r e  i s  h e l d  o n  a  l e a ' s e ' h a v i n g  8  y e a r s  
u n e x p i r e d  t e r m s  a t  N 2 7
1  
0 0 0  p e r  a n n u m .  T h e  p r e s e n t  r e n t a l  v a l u e  i s  N 4 0
1  
0 0 0  p e r  
a n n u m .  T h e  l e s s e e  i s  w i l l i n g  t o  s p e n d  N 1  0 0
1  
0 0 0  f o r  i m p r o v e m e n t s  a n d  a l t e r a t i o n s  
a f f e c t i n g  o n l y  t h e  i n t e r i o r  o f  t h e  b u i l d i n g w h i c h  w i l l  i n c r e a s e  t h e  r e n t a l  v a l u e  b y  
N16~ 0 0 0  p e r  a n n u m  o n  t h e  c o n d i t i o n  t h a t  t h e  l e s s o r  w i l l  a c c e p t  a  s u r r e n d e r  o f  t h e  
p r e s e n t  l e a s e  a n d  g r a n t  a  n e w  l e a s e  f o r  a  t e r m  o f 3 0  y e a r s .  T h e  l e s s e e  i s  l e f t  w i t h  t h e  
o p t i o n  o f  p a y i n g  e i t h e r  a  f a i r  r e n t  u n d e r  t h e  n e w  l e a s e  o r  a  p r e m i u m .  T h e  l e s s o r  w i l l  
a p p r e c i a t e  a  r e n t  o f  N 2 5
1  
0 0 0  p e r  a n n u m  i n  t h e  n e w  c o v e n a n t  w h i c h  m u s t  e n f o r c e  
t h e  c a r r y i n g  o u t  o f  t h e  i m p r o v e m e n t s  a n d  t h e  p a y m e n t  o f  a  r e a s o n a b l e  p r e m i u m .  
A d v i c e  t h e  l e s s e e  o f  t h e  a p p r o p r i a t e  p r e m i u m  t o  p a y  i f  t h e  n e w  r e n t  i s  N25~ 0 0 0  p . a ?  
( A s s u m e  f r e e h o l d  y i e l d  @ 8 % )  
S o l u t i o n :  
( A )  L e s s e e ' s  p o i n t  o f  v i e w  
P r o p o s e d  I n t e r e s t  
R e n t a l  V a l u e  
A d d  v a l u e  d u e  t o  o u t l a y  
H e a d  r e n t  
P r o f i t  r e n t  
Y P  3 0 y r s @  1 0 %  &  2 . 5 %  (  4 0 %  t a x )  
D e d u c t  e x p e n d i t u r e  o n  i m p r o v e m e n t  
R e n t a l  V a l u e  
R e n t  p a i d  
P r o f i t  r e n t  
Y P  8 y r s @  1 0 %  &  2 . 5 %  (  4 0 %  t a x )  
G a i n  t o  l e s s e e  
( B )  L e s s o r ' s p o i n t o f v i e w  
P r e s e n t  I n t e r e s t  
F i r s t  8  y e a r s  
Y P 8 y r s @ 8 %  
R e v e r s i o n  
~ 
N 4 0 , 0 0 0  
N 1 6 , 0 0 0  
N 4 0 , 0 0 0  
N 2 7 , 0 0 0  
N 1 3 , 0 0 0  
3 . 4 4  
N 2 7 , 0 0 0  
5 . 7 5  
N 5 6 , 0 0 0  
N 2 5 , 0 0 0  
N 3 1 ,  0 0 0  
7 . 2 5  . .  
N 2 2 4 ,  7 5 0  
N l O O , O O O  
N 1 2 4 ,  7 5 0 P r e s e n t  I n t e r e s t  
N 4 4 .  7 2 0  
N80~030 
N 1 5 5 , 2 5 0  
R e v e r s i o n  t o  r e n t a l  v a l u e  a f t e r  i m p r o v e m e n t s  
Y P  i n  p e r p @  9 %  
N 5 6 , 0 0 0  
1 1 . 1 1  
N 6 2 2 ,  1 6 0  
N 1 0 0 , 0 0 0  
N 5 2 2 ,  1 6 0  
0 . 5 0 2  
D e d u c t  c o s t  ~f i m p r o v e m e n t s  
P V N 1  i n  8 y e a r s @  9 %  
V a l u e  o f  p r e s e n t  i n t e r e s t  
S e n i o r  R o u t e  t o  M e m b e r s h i p  o f  N I E S V ,  2 0 1 6  
•  
N 2 6 2 ,  1 2 4  
N 4 1 7 , 3 7 4  
P r o p o  
F i r s t 3  
Y P 3 0 )  
R e v  e n  
Y P P e r  
L o s s t 1  
I n  a  s i t  
a n a l y s  
L A :  
R e n t a l  
D e d u < J  
P r e s e 1  
P r o f i t  
I  
Y P 8 y :  
m; 
/ill 
ltO 
1rs 
'er 
ms 
by 
the 
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rm. 
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• 
Proposed Interest 
First 30 years 
YP30yrs@8% 
Reversion to full rental value 
YP Perp deffered 30yrs @9% 
N25,000 
11.26 
N56,000 
• 0.84 
N281, 500 
' . 
N47.040 
N328, 540 
Loss to lessor N88, 834 
Ina situation where a fair rent is to be determined and not the payment of premium, the 
analysis wiil be as fllows: 
(A) Lessee's point of view 
Rental value after embarking on the improvement 
Deduct annual equivalent of improvement cost 
Present Interest 
Profit rent 
YPSyears @10%&2.5% (tax40%) 
Divided byYP 30yrs @10% &2.5% 
(Tax40%) 
Appropriate rent for new lease 
(B) Lessor's point of view 
Value of present interest (as shown above) 
Deduct value of proposed reversion to 
N13,000 
3.44 
Full rental value after embarking on improvement 
(As shown above) 
Value of proposed term 
Divided byYP 30yrs@ 8% 
Appropriate rent for new lease 
Assumption: 
N56, 000 
N100, 000 
N44, 720 ~ 
N144, 720 
7.25 N19,961 
N36, 039 p.a. 
N417,374 
I • 
N 47,040 
N370,334 
11.26 
N32,889 
Lets assume that both parties agreed on non-payment of premium but rather rents are 
being made to be just as muvchada the 
It is observed that the envisaged improvement will result to an increase in rent that 
depicts about 16% returns which is obviously greater than the rate of interest expected 
from the property when let at its rack rent. It is therefore advisable for the lessor to 
embark on the improvementhimselfifhe has the means. 
Valuation OfVarrying Income 
It is obvious that rents collected on properties don't continue forever. After the 
expiration of certain number of years there is need for a re-negotiation of rent to reflect 
the realities in the property market. This clause either inserted in the lease agreement 
particularly for the long leases or a need for renogiation after the expiration of an 
. ongoing lease. There are instances where concessions are made between landlord and 
tenant. For instance a new tenant coming to start up a business in a property could be 
considered for certain number of yeclrs to get grounds and cliente 'after which the 
landlord will enforce the collection of the rack rent when such tenant has been 
established. The inflationary trend in the economy is another vital factor that causes 
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t h e  v a r i a t i o n  i n  r e n t a l  v a l u e s  s o a  s .  t o  m e e t  c u r r e n t  e c o n o m i c  r e a l i t i e s .  T h i s  i n f l a t i o n a r y  
i s s u e  i n  t h e  e c o n o m y  d i s s u a d e s  l a n d l o r d s  f r o m  g o i n g  i n t o  l o n g  l e a s e  a g r e e m e n t  w i t h  
t e n a n t s  w h o  p r e f e r  s h o r t  l e a s e s  w h e r e  r e n t  c o u l d  b e  r e v i e w e d  t o  a c c o m a d a t e  t h e  
e c o n o m i c  r e a l i t i e s .  H o w e v e r ,  t h e  t e n a n t s  d o n ' t  f e e l  s e c u r e d  i n  s h o r t  l e a s e  a r r a n g e m e n t  
a s  t h a t  m i g h l : t h r e a t e n  t h e i r  s e c u r i t y  o f ' b c c u p a t i o n .  I n  a  b i d  t o  s a t i s f y  t h e  i n t e r e s t  o f b o t h  
p a r t i e s ,  l o n g  l e a s e  c o v e n a n t s  a r e  m a d e  w i t h  a  p r o v i s o r  o f  r e n t a l  i n c r e a s e  f o r  s p e c i f i c  
f u t u r e  d a t e s .  T h e r e  a r e  a l s o  p r o v i s i o n s  f o r  r e n t  r e v i e w  c l a u s e s  f i x e d  i n  a d v a n c e  i n  a  
p r e d e t e r m i n e d  m a n n e r  e v e n  i f  a  p r e d e t e r m i n e d  r e n t a l  i n c r e a m e n t  i s  n o t  s t a t e d  f r o m  
t h e  o n s e t .  
A n  e x a m p l e  o n  w a y s  o f v a l u i n g v a r r y i n g  i n c o m e  w i l l  s u f f i c e .  
P I  
b i  
0  
C l  
( i  
S t  
L 1  
F :  
R  
Q u e s t i o n :  L
1  
V a l u e  a  f r e e h o l d  p r o p e r t y  t o  b e  l e t  f o r  1 5  y e a r s  a t  N 2 0 ,  0 0 0  i n  t h e  f i r s t  f i v e  y e a r s  a n d  P  
s u b s e q u e n t l y  a n  a d d i t i o n  o f N 1  0 ,  0 0 0  i n c r e a m e n t  i n  r e n t  i s  m a d e  i n  t h e  r e v i e w  a f t e r  Y  
e v e r y  f i v e  y e a r s  S o l u t i o n :  
F i r s t  f i v e  y e a r s  
R e n t  r e s e r v e d  
Y P 5 y r s @ 8 %  
S e c o n d  f i v e  y e a r s  
R e n t  r e s e r v e d  
Y P 5 y r s @ 9 %  
P V N 1  5 y r s @  9 %  
Y P  5 y r s  @ 9 %  d e f f e r e d  5 y r s  
T h i r d  f i v e  y e a r s  
R e n t  r e s e r v e d  
Y P 5 y r s @ 1 0 %  
P V N 1 1 0 y r s @  1 0 %  
Y P  5 y r s  @ 1 0 %  d e f e r r e d  1 0 y r s  
R e v e r s i o n  t o  p e r p e t u i t y  
R e n t  r e s e r v e d  
Y P p e r p @ 1 1 %  
P V N 1 1 5 y r s @  1 1 %  
Y P p e r p  @ 1 1 %  d e f f e r e d  1 5 y r s  
C A P I T A L  V A L U E  
N 2 0 , 0 0 0  
3 . 9 9  
N 3 0 , 0 0 0  
3 . 8 9  
0 . 6 5  
2 . 5 3  
N 4 0 , 0 0 0  
3 .  7 9  
0 . 3 8 5 5  
1 . 4 6  
N 5 0 , 0 0 0  
9 . 0 9  
0 . 2 0 9 0  
1 . 8 9 9 8  
V a r y i n g  a n d  D e f e r r e d  I n c o m e  d u r i n g  L e a s e  P e r i o d  
N 7 9 , 8 0 0  
•  
N 7 5 , 9 0 0  
N 5 8 , 4 0 0  
N 9 4 , 9 9 0  
N 3 0 9 , 0 9 0  
I n  a  l e a s e h o l d  i n t e r e s t  t h e r e  a r e  a l s o  t i m e s  w h e n  v a r r y i n g  i n c o m e  d o e s  e x i s t .  T h i s  i s  
p r i m a r i l y  e~perienced i n  t w o  w a y s :  v y h e n  t h e  r e n t  p a y a b l e  t o  t h e , l e s s o r  i s  r e g u l a r l y  
r e v i e w e d  d u r i n g  t h e  p e r i o d  o f  t h e  l e a s e  a n d  w h e n  r e n t  r e c e i v a b l e  f r o m  t h e  s u b - l e s s e e  i s  
r e v i e w e d  d u r i n g  t h e  s u b l e a s e  p e r i o d .  
Q u e s t i o n :  
A  s h o p  f a c i l i t y  h a s  b e e n  l e t  b y  C h i e f  O k o n  o n  a  f u l l  r e p a i r i n g  a n d  i n s u r i n g  l e a s e  
h a v i n g  1 4  y e a r s  u n e x p i r e d  t e r m .  T h e  r e n t  r e s e r v e d  f o r  t h e  n e x t  7  y e a r s  i s  N 2 0 ,  0 0 0  
p e r  a n n u m  a f t e r  w h i c h  a  r e v i e w  o f  N 2 5 ,  0 0 0  p . a .  w i l l  b e  m a d e  f o r  t h e  r e m a i n i n 9  
S e n i o r  R o u t e  t o  M e m b e r s h i p  o f  N I E S V ,  2 0 1 6  I  
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D  
ry part of the term. The premises has immediately been sublet which expires 2 days 
th before the expiration of the head lease. The rent reserved for the first 7 years is N23, 
he 000 p.a. after which a rent of N30, {JOO p.a. will be charged the sub-lessee. The 
:nt current rack rent is N35, 000 p.a. Value the leasehold and subleasehold interest 
1th (Assume freehold yield to be 6%) 
fie 
1 a 
)m 
•nd 
i:er 
his is 
1larly 
see is 
lease 
J, 000 
rining 
Solution: 
Leasehold Interest 
First 7 years 
Rent received 
Less rent paid 
Profit rent p.a. 
YP 7 years @7% & 2.5% net (tax 40%) 
Second 7 years 
Rent received 
Less rent paid 
Profit rent p.a. 
YP 7years @8% &2.5% net(tax 40%) 
PVN1 7yrs@ 8% 
YP 7 years @8% & 2.5% net (tax 40%) 
Deferred 7 yrs 
Capital Value 
Sub-leasehold Interest 
First 7 years 
Rack rent 
Less rent paid 
Profit rent p.a. 
YP 7 years @8% & 2.5% net (tax 40%) 
Second 7 years 
Rack rent 
Less rent paid 
Profitrentp.a. 
YP 7years @9%&2.5% net(tax 40%) 
PVN1 7yrs@ 9% 
YP 7years @9% & 2.5% net (tax 40%) 
Deferred 7 yrs 
Capital Value 
Valuation For Mortgage Purposes 
N23,000 
N20,000 
N3,000 
3.44 
N30,000 
N25,000 
N5,000 
3.32 
0.5835 
1.9372 
N35,000 
N20,000 
N15,000 
3.32 
N35,000 
N25,000 
N10,000 
3.22 
0.5470 
1.7613 
N10, 320 ~ 
. . 
N9,686 
N20,006 
N49,800 
N17,613 
N67,413 
A mortgage is a security created by a contract for the payment of a debt already due or to _ 
be due or of a present or future advance affected by the means of an actual or executing : 
conveyance of real or personal property. The mortgaged property is charged with the 
payment of the money secured, redeemable at law only according to strict legal 
conditions of the conveyance, but redeemable in equity independent of such conditions 
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a n d  e n f o r c e a b l e  i n  d e f a u l t  o f  p a y m e n t  b y  f o r e c l o s u r e .  
E s s e n t i a l  E l e m e n t s  i n  a  M o r t g a g e  
1 .  A  t r a n s f e r - o f  p r o p e r t y  o r  a n  i n t e r e s t  i a  p r o p e r t y  b y  t h e  m o r t g a g o r  t b  t h e  m o r t g a g e e ;  
2 .  T h e  t r a n s f e r  i s  m a d e  a s  a  s e c u r i t y f o r p a y m e n t o f m o n e y  o r  g r a n t  o f  m o n e y ' s  w o r t h ;  
3 .  O n  r e p a y m e n t  o f  t h e  g r a n t ,  t h e  m o r t g a g e  p r o p e r t y  s h a l l  b e  t r a n s f e r r e d  ( r e l e a s e d )  t o  
t h e  m o r t g a g o r  h a v i n g  p a i d  a l l  t h e  c h a r g e s  ( c a p i t a l  a n d  i n t e r e s t ) ,  t h i s  t h e r e f o r e  m e a n s  
t h a t  t h e  i n t e r e s t  i n  t h a t  p r o p e r t y  g r a n t e d  t o  t h e  m o r t g a g e e  s h a l l  c e a s e  
4 .  I n  d e f a u l t  o f  c o m p l i a n c e  b y  t h e  m o r t g a g o r ,  w i l l  t h e  e x p r e s s e d  o r  i m p l i e d  c o n d i t i o n s  
a n d  t e r m s  i n  t h e  m o r t g a g e  d e e d  ( c o n t r a c t )  e n f o r c e d .  
5 .  T h e  m o r t g a g e  d e e d  ( d o c u m e n t )  c o n t a i n s  t h e  p r o m i s e  u n d e r  s e a l  t h a t  t h e  l o a n  w i l l  b e  
r e p a i d  o n  a n  a g r e e d  d a t e  o r  b y  a g r e e d  i n s t a l m e n t s .  T h e  c o v e n a n t  a l s o  c o n t a i n s  t h e  
p r o m i s e  t o  p a y  i n t e r e s t  a t  a  s t i p u l a t e d  r a t e .  M o r t g a g e  R e p a y m e n t  c o u l d  b e  a r r a n g e d  
i n  o n e  o f  t w o  ( 2 )  w a y s  
•  I n t e r e s t s  o n l y  m e t h o d :  
T h i s  m e t h o d  i s  n o r m a l l y  u s e d  f o r  r e l a t i v e l y  s h o r t  t e r m  l o a n s .  T h e  c a p i t a l  i s  r e p a i d  i n  a  
l u m p  s u m  a t  m a t u r i t y ,  i e ,  @  t h e  e n d  o f  t h e  m o r t g a g e  p e r i o d .  A l t e r n a t i v e l y ,  r e p a y m e n t  
m a y  b e  a r r a n g e d  i n  t r a n c h e s ,  s p a c e d  o v e r  t h e  m o r t g a g e  p e r i o d .  F o r  i n s t a n c e  a  3 0  y e a r  
m o r t g a g e  m a y  b e  d i v i d e d  i n t o  3 - c a p i t a l  r e p a y m e n t  p e r i o d  o f  a f t e r  1 0 y e a r s ,  a f t e r  
2 0 y e a r s  a n d  a t  m a t u r i t y  w i t h  i n t e r e s t  c a l c u l a t e d  o n l y  o n  t h e  c a p i t a l  a t  r i s k  i e  t h e  
o u t s t a n d i n g  c a p i t a l .  
•  A n n u i t y  m e t h o d  o f  r e p a y m e n t :  
B y  t h i s  m e t h o d ,  a n  a n n u a l  a m o u n t  i s  r e p a i d  p e r i o d i c a l l y ,  u s u a l l y  m o m t h l y  o r  y e a r l y  o v e r  
t h e  p e r i o d  o f  t h e  l o a n  t o  c o v e r  b o t h  i n t e r e s t  a n d  c a p i t a l  r e p a y m e n t .  T h i s  a r r a n g e m e n t  
e n s u r e s  t h a t  s o m e  c a p i t a l  i s  r e t u r n e d  o r  r e p a i d  a t  t h e  e n d  o f  e a c h  y e a r  s o  t h a t  t h e  
a m o u n t  o n  c a p i t a l  o u t s t a n d i n g  r e d u c e s  y e a r  b y  y e a r .  A s  s u c h ,  i n t e r e s t  o n  c a p i t a l  
d e c r e a s e s  a n d  m o r e  o f  t h e  e q u a l  i n s t a l m e n t s  i s  a v a i l a b l e  t o  r e p a y  t h e  c a p i t a l  
o u t s t a n d i n g .  T h e  r e t u r n  o n  c a p i t a l  f o r  e a c h  y e a r  i s  c a l c u l a t e d  o n  c a p i t a l  o u t s t a n d i n g  
o n l y  ( i e  c a p i t a l  a t  r i s k ) .  T h i s  m e t h o d  a s s u m e s  n o  c h a n g e  i n  t h e  l e v e l  o f  i n t e r e s t  r a t e  a n d  
i t  i s  t h e  m e t h o d  u s u a l l y  a d o p t e d  b y  p r i m a r y  m o r t g a g e  i n s t i t u t i o n s .  
I n  t i m e  p a s t ,  f i x e d  i n t e r e s t  m o r t g a g e s  w e r e  p r e d o m i n a n t .  N o w a d a y s ,  b e c a u s e  o f  t h e  
e f f e c t  o f  i n f l a t i o n ,  v a r i a b l e  i n t e r e s t  m o r t g a g e  i s  b e c o m i n g  m o r e  p o p u l a r .  M o r t g a g e  
c o u l d  b e  u p w a r d  o f  3 0 y e a r s  o n  a  v a r i e t y  o f  t e r m s  t o  s u i t  t h e  n e e d s  o f  i n d i v i d u a l  p r o j e c t  
a n d  b o r r o w e r .  I t  c o u l d  c o v e r  b o t h  t h e  d e v e l o p m e n t  p e r i o d  ( i e  bridgingjshortterm~ a n d  
l o n g t e r m .  •  ·  
( D e t a i l s  o f  m o r t g a g e  r e p a y m e n t  s u c h  a s  t h e  C o n s t a n t  A m o r t i z i n g  l o a n  a n d  ( C A M )  
a n d  t h e  F u l l y  A m o r t i z i n g  C o n s t a n t  P a y m e n t  M o r t g a g e  L o a n  ( C P M )  e t c  a r e  t o p i c s  
b e s t  a p t  f o r  l e c t u r e s  i n  p r o p e r t y  f i n a n c e )  
A n a l y s i s  i n v o l v e d  i n  a  M o r t g a g e  T r a n s a c t i o n  
A P P R O A C H  A :  T h e  a m o u n t  o f  m o r t g a g e  t o  b e  a d v a n c e d  i n  a  p a r t i c u l a r  t r a n s a c t i o n  c a n  
t r a d i t i o n a l l y  b e  l i m i t e d  b y  2 - c r i t e r i a :  •  '  ·  
•  1 .  T h e  s u m  a d v a n c e d  m u s t  b e  a  f r a c t i o n  o f  t h e  O M V  o f  t h e  p r o p e r t y  
m o r t g a g e d  u s u a l l y  2 / 3  o r  7 5 % .  
•  2 .  T h e  n e t  i n c o m e  f r o m  t h e  p r o p e r t y  m u s t  e x c e e d  t h e  i n t e r e s t  ( u n d e r  
i n t e r e s t  o n l y  r e p a y m e n t )  o r  
( A P P R O A C H  B ) :  f o r  i n t e r e s t  a n d  c a p i t a l  r e p a y m e n t  ( i n  a n n u i t y  m e t h o d  r e p a y m e n t ) .  
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Question: 
Mr. Bolaji wishes to take a mortgage with his property a 5bedroom detached house 
in Victoria Island Lagos. Comparable property currently let for N3.5million PA net 
with a yield of 5% on freehold rack rental basis. Advice the morgagee on the 
maximum amount to advance. The mortgage grants 25year term @a rate of12.5% 
PA 
Solution: 
(Under Approach A) 
(A) Capital Value Analysis 
Net Income 
YPinperp@ 5% 
ECV 
Advance 2/3 ofN70, 000,000 
Recommended Loan (Say) 
(B) Rental Income Analysis 
Mortgage value 
Annual interest 
N3, 500,000 p.a. 
20 ~ 
N70, 000,000 
N46, 500, 000 
N46, 500,000 
(Assumingil)terestonlyrepayment)@ )-2.5% 0.125 , . 
Annual interest@ 12.5% N5, 812,500 
Based on the policy of the mortgagee, the net income generated by the property cannot 
service the recommended mortgage loan of N46, 500, 000. The loan to be advanced to 
Mr. Bolaji should therefore be reduced. To obtain the maximum loan to be given; we 
work backward from the rent receivable which must be at least 12.5% ofthe loan that 
should be advanced. i.e. if N3, 500, 000 represents 12.5% of the maximum loan to 
disburse, what should the amount be? 
0.125X = N3, 500,000 
X=N3, 500,000/0.125 = N28, 000,000 
Hence, N28, 000, 000 represents the maximum amount that N3, 500, 000 annual rent 
can support or service for a 25year mortgage term@ 12.5% interest under the int~rest 
only repayment system even though N28, 000, 000 represents just 40% of the 
estimated capital value of the property. 
In Approach B under the annuity system or method which allows for periodic 
repayment ofboth interest and capital, a much lower figure can be advanced as loan. 
APPROACH B: Mortgage usually stipulates that repayment on borrowed funds be 
made at regular intervals and at an· equal amount/ sum. 
o Let M=amount on mortgage, P=annual repayment. 
o Assuming the mortgagee advances M to the mortgagor for a period of 'n' years 
' . . (n=n integer). 
o The mortgagor, not just parts with M but also the amount of interest (i) which M 
could have accumulated to over the period. 
o (ie, the total amount advanced or forgone isM +accrued interest inn years. 
From the mortgagors point of view, the annual repayment (P) by the mortgagor at the 
end of the period would accumulate to an amount at i compound interest. What is that 
amount/ we therefore apply the following formula to arrive at that amount 
Annual Repayment P = M ((1 +i)nxi) 
Mortgage M =P (1 +iY -1 
(1+i)"xi 
(1 +i)"-1 
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M =  M o r t g a g e  l o a n  s u m  A P  
P =  A n n u a l  R e p a y m e n t  m e  
P = M A i  a t .  
A - 1  all~ 
M =  P ( A  - 1 )  T h >  
A i  r~ 
T h 1  
I  
Q u e s t i o n :  
A  p r o s p e c t i v e  m o r t g a g o r  c a n  a f f o r d  N 2 5 0 J O O O  a n n u a l  r e p a y m e n t .  I f  t h e  m o r t g a g e  
i s  o v e r  2 5 y e a r s  a n d  a t  t h e  r a t e  o f  1 0 % P A .  W h a t  i s  t h e  m a x i m u m  a m o u n t  h e  c a n  W h  
b o r r o w ?  
S o l u t i o n :  
P = N 2 5 0 , 0 0 0  
i = 1 0 %  
M = ?  
n =  2 5  y e a r s  ,  
M  =  P  ( 1  + i ) n  - 1  
( 1  +  i Y x i  
M  =  2 5 0 0 0 0  ~1.1)
25 
- 1  
( 1 . 1 )
2  
X  0 . 1  
2 5 0 0 0 0  ( ( 1 0 . 8 3 4  7 )  - 1 )  
1 . 0 8 3 5  
=  2 5 0 0 0 0  ( ( 1 0 . 8 3 4  7 )  - 1 )  
1 . 0 8 3 5  
2 5 0 0 0 0  ( 9 . 8 3 4  7 )  
1 . 0 8 3 5  
M a x i m u m  a m o u n t t h a t c a n  b e  b o r r o w e d =  N 2 J  2 6 9 J  1 9 8  
Q u e s t i o n :  
•  
A  m o r t g a g e  i n s t i t u t i o n  i s  p r e p a r e d  t o  a d v a n c e  a  N 1  O m i l l i o n  m o r t g a g e  t o  t h e i r  
c l i e n t  w h o  i s  p r e p a r e d  t o  r e p a y  o v e r  a  p e r i o d  o f  2 0 y e a r s  a n d  a t  a n  i n t e r e s t  r a t e  o f  
1 5 % .  W h a t w i l l b e h i s a n n u a l r e p a y m e n t ( P ) ?  
~ 
S o l u t i o n :  
M  =  N 1 0 ,  0 0 0 , 0 0 0  
i = 1 5 %  
n =  2 0 y e a r s  
P =  M  ( ( 1  + i ) n x  i )  
( 1  + i Y - 1  
P  =  1 0 , 0 0 0 , 0 0 0  (1.15)~x 0 . 1 5  
( 1 . 1 5 )
2 0
- 1  .  
p  =  1 0 , 0 0 0 , 0 0 0  ( 1 6 . 3 6 6 5 )  X  0 . 1 5  
( 1 6 . 3 6 6 5 )  - 1  
p  =  1 0 , 0 0 0 , 0 0 0  ( 1 6 . 3 6 6 5 )  X  0 . 1 5  
( 1 6 . 3 6 6 5 )  - 1  
p  =  1 0 , 0 0 0 , 0 0 0  ( 2 . 4 5 5 0 )  
( 1 5 . 3 6 6 5 )  
1 0 , 0 0 0 , 0 0 0  X  0 . 1 5 9 7  
A n n u a l  r e p a y m e n t =  N 1 J  5 9 7 J  6 3 1  
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APPROACH, C: Approach C is to use the mortgage instalment tabie ~hich gives the 
monthly instalment to redeem every N100 ofborrowed capital over a period ofn years 
at a given rate of compound interest. It is computed on a fixed annual basis without 
allowing for interest to compound on each monthly instalment. 
The formula for the table is adopted from the formula 'annuity N1 will purchase single 
rate basis'. 
The mortgage instalment fo rmula is: 
~100 
age 12 
can Where 
i =interest received on the capital outlay ie, the remunerative rate on eac]1 N1 
(return on capital) · 
s =replacement/return of capital over a given known period ie, the annual 
sinking fund to replace the capital invested (return of capital or amortization) 
Question: 
Mr. Okafor borrowed N1 001 000 from a mortgage bank to purchase a house for his 
occupation. Interest is to be 10% and the loan repayment is over 25 years. Without 
the use of valuation table~ calculate what Mr. Okafor will pay monthly to the bank 
Solution: · • · 
Using the mortgage instalment formula 
~100 
12 
s= sinking fund of the single rate 
0.1+(0.1 
__ (~1=.1~)~ .=lJ X 100 
12 
0.1 + 0.010168 
12 
0.110168 X 100 
heir 12 
te of 0.918 
-
• 
xlOOO (remaining multiple of N100, 000 or better still discard the 100 in the formula 
and multiply the amount outrightly) 
0.918x 1000 
Monthlyrepaymentfor25 yrs@ 10°/o = N918 
Note that: 
1. In the calculation above, compounding is on an annual basis that is why we divide by 
12. The annual instalment, dividing by 12 does allow for compound interest each 
month. ' • ' · 
2. The calculation is on single rate basis ie interest only system without provision for 
capital recovery. 
3. Using this method, it is possible to calculate the amount of capital outstanding at a 
particular time by multiplying the annual repayment by the YP for the unexpired term 
of the mortgage period. 
Question: 
Madam jegede borrowed N60~ 000~ 000 over 2 5 years at 10.5% compound interest. 
The annual repayment was N6~ 8641 400. What capital will be outstanding after 10 
years? 
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S o l u t i o n :  
C a p i t a l  o u t s t a n d i n g =  A n n u a l  r e p a y m e n t  x  Y P  f o r  t h e  u n e x p i r e d  t e r m  
=  N 6 ,  8 6 4 , 4 0 0  X  1 / i  +  s  
N 6 ,  8 6 4 , 4 0 0  X  1 / 0 . 1 0 5  + 0 . 1 0 5  
( 1 . 1 0 5 )
1 5  
- 1  
C a p i t a l  o u t s t a n d i n g =  N 6
1  
8 6 4
1  
4 0 0  x  7 . 4 0  =  N 5 0
1  
7 9 6
1  
5 6 0  
C o n t e m p o r a r y  V a l u a t i o n  M o d e l s  
C r i t i c s  h a v e  l o o k e d  a t  t h e  t r a d i t i o n a l  v a l u a t i o n  m e t h o d s  a n d  r a i s e d  e y e b r o w  o n  i t s  
a b s e n c e  o f  i m p l i c i t  n o n - g r o w t h  p o t e n t i a l s .  P e r h a p s  i t  i s  b e l i e v e d  n o t  t o  g i v e  a  g o o d  
r e p r e s e n t a t i o n  o f  t h e  p r o p e r t y  m a r k e t  a n d  a l s o  i s o l a t e s  p r o p e r t Y  i n v e s t m e n t  f r o m  
o t h e r  t y p e s  o f  i n v e s t m e n t s .  T h e  c r u x  o f  t h e  m a t t e r  i s  h o w  t o  p r o p e r l y  a c c o u n t  f o r  
g r o w t h  w h i c h  i s  i n e v i t a b l e  a n d  a s s e s s  t h e  c o r r e c t  y i e l d  w i t h  r e f e r e n c e  t o  t h e  
m e t h o d o l o g y  i n  t h e  o t h e r  f o r m s  o f  i n v e s t m e n t .  A m o n g s t  t h e  c o n t e m p o r a r y  m o d e l s  a r e :  
•  E q u a t e d  Y i e l d  A n a l y s i s  
•  R a t i o n a l  V a l u a t i o n  M o d e l  
•  R e a l  V a l u e  A p p r o a c h e s  
•  R e a l  V a l u e / E q u a t e d  Y i e l d  M o d e l  
C e r t a i n  v a r i a b l e s  a r e  g e r m a n e  i n  t h e  s t u d y  o f  t h e s e  g r o w t h  e x p l i c i t  m o d e l s .  H e n c e  
t h e  i m p u t s  o f  t h e s e  v a r i a b l e s  a r e  v e r y  e s s e n t i a l .  T h e y  a r e :  ·  
•  T h e  e q u a t e d  y i e l d  ( e )  
•  T h e  g r o w t h  r a t e  i n  r e n t a l s  ( g )  
•  T h e r e v i e w p e r i o d i n y e a r s  ( t )  
•  T h e  i n f l a t i o n  r i s k  f r e e  y i e l d  ( i )  
•  A l l  r i s k  y i e l d  ( k )  .  
T h e  E q u a t e d  Y i e l d :  T h i s  i s  t h e  i n f l a t i o n  p r o n e  t a r g e t  y i e l d .  T h i s  y i e l d  a s  a  g e n e r a l  n o t e  
i s  s u b j e c t  t o  t h e  v a g a r i e s  o f  i n f l a t i o n a r y  m e a s u r e s .  I t  t e n d s  t o  c a p t u r e  t h e  g r o w t h  i n  
f u t u r e  i n c o m e  a n d  i s  d e s c r i b e d  a s  t h e  c o n v e n t i o n a l  i n t e r n a l  r a t e  o f  r e t u r n  
b e n c h m a r k e d  a t  a  l i t t l e  h i g h e r  y i e l d  t h a t  t h e  m o s t  s e c u r e d  g o v e r n m e n t  g i l t s  o f  a  l i t t l e  
a b o v e  2 %  o r  3 % .  
G r o w t h  R a t e  i n  R e n t a l s :  T h i s  i s  t h e  e n v i s a g e  g r o w t h  p a t t e r n  i n  r e n t a l s  u s u a l l y  o n  a n  
a n n u a l  b a s i s  t o  c a p t u r e  t h e  p r a c t i c a l  r e a l i t y  i n  t h e  p r o p e r t y  m a r k e t  o v e r  t i m e .  H e n c e  
i n t e r v a l  c h a n g e s  i n  i n c r e m e n t a l  i n c o m e  o n  p r o p e r t y .  T h i s  r e s u l t s  t o  a n  a n n u a l  r a t e  o f  
i n c r e m e n t a l  i n c o m e  o n  p r o p e r t y  i n v e s t m e n t .  
R e v i e w  P e r i o d  i n  Y e a r s :  A  p a t t e r n  o f  p e r i o d i c  c h a n g e s  i n  r e n t a l  e v i d e n c e  t o  c a p t u r e  t h e  
p r e s e n t  r e a l i t i e s  i n  t h e  p r o p e r t y  m a r k e t .  T h i s  c o u l d  b e  p r e d e t e r m i n e d  b i e n n i a l l y ,  o n c e  
i n  t h r e e  y e a r s ,  f i v e  y e a r s  a s  t h e  c a s e  m a y  b e .  
T h e  i n f l a t i o n  r i s k f r e e y i e l d : T h i s  i s  a l s o  k n o w n  a s  t h e  i n f l a t i o n  p r o o f  y i e l d .  T h i s  y i e l d  i s  
s a i d  t o  a c t  o n  a  t o t a l l y  i n f l a t i o n  p r o o f  i n c o m e  a n d  a s  s u c h  r e g a r d e d  a s  t h e  r e a l  r e t u r n  o n  
s u c h  i n v e s t m e n t .  I t  h a s  t h e  a s u m p t i o n  t h a t  t h e  r e n t  r e p r e s e n t s  t h e  t J ; " u e  v a l u e  of  t h e  
i n v e s t m e n t  a n d  c a n n o t  b e  e r o d e d  b y  t h e  p o w e r s  o f  i n f l a t i o n  a s  t h e  r e n t  o n  i t s  o w n  h a s  
t h e  p r o p e n s i t y  t o  r e v i e w  t o  a  n e w  o n e  t h e r e b y  c a n c e l l i n g  t h e  e f f e c t  o f  i n f l a t i o n .  
A l l  R i s k  Y i e l d :  T h i s  c a n  b e  r e g a r d e d  a s  t h e  m a r k e t  c a p i t a l i z a t i o n  y i e l d .  T h i s  y i e l d  
i n v a r i a b l y  i s  s u b m e r g e d  i n  t h e  c o n v e n t i o n a l  v a l u a t i o n  m e t h o d s  a s  t h e y  c a p t u r e  a l l  
e v e n t s  i n  t h e  m a r k e t .  I t  i s  s a i d  t o  m a k e  p r o v i s i o n s  a l s o  f o r  t h e  g r o w t h  p a t t e r n  
e x p e r i e n c e d  i n  r e n t a l  v a l u e  h o w e v e r  i n  a n  i m p l i c i t  m a n n e r .  
T h e s e  v a r i a b l e s  h a v e  c e r t a i n  c o n n e c t i v i t y  a s  o n e  c a n  b e  d e r i v e d  f r o m  t h e  o t h e r  u s i n g  
c e r t a i n  m a t Q . e m a t i c a l  m o d e l s .  F o r  i n s t a , n c e  g i v e n  t h i s  f o r m u l a r :  ,  .  
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e-K= (ASF@e)((1+gr-1J 
Other variables can be derived 
e-K= (ASF@e)((1 +gr -1) 
( e-K)/(ASF@e) + 1 = (1 +gr 
its (e-k) (((1+er-1J/e) +1 =(1+gr 
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J((e-k) (((1+er-1J/e) +1) = 1+g • 0 
g=t 
J((e-k) (((1+er-1J/e) +1) -1 
Question: 
A freehold shop property let on a 25 year lease with provision for 3 yearly rent 
reviews at N1501 000 has just been sold for N31 0001 000. Redemption yield on gilts 
is 10%. What is the implied growth rate? 
Solution: 
k= 150,000/3,000,000 = 0.05 = 5% 
e=10%+2=12% 
t= 3 yrs 
g=t 
J((e-k) (((1+er-1J/e) +1) -1 
g=3 
)((0.12~0.05) (((1+0.12) 3-1)/0.12) +1) -1 • 
3 
)((0.07) (((1.12) 3-1)/0.12) +1) -1 
3 
)((0.07) ((0.404928)/0.12) +1) -1 
3 
)((0.07) (3.3744) +1) -1 
3 
j (0.236208 + 1) -1 
3 
)(1.236208) -1 
(1.0732) -1 
g= 0.0732 = 7.320/o 
• 
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A l s o  
·  ( ( 1 + g )  ( ( 1 / ( 1 + e ) ) )  =  ( ( 1 / ( 1 + i ) )  
( 1  + g ) ,  ( 1  + i )  =  ( 1  + e )  
i =  ( ( ( 1 + e ) / ( 1 + g ) )  - 1 )  
g =  ( ( ( 1 + e ) / ( 1 + i ) )  - 1 )  
e  =  ( ( ( 1  + g )  ( 1  + i ) )  - 1 )  
i  =  ( ( ( 1  + e  ) / ( 1  + g ) )  - 1 )  
i  =  ( ( 1  + 0 . 1 2 ) / ( 1  + 0 . 0 7 3 2 ) ) - 1  
1 . 0 4 3 6 1 - 1  
i  =  0 . 0 4 3 6 1  o r 4 . 3 6 1  ° / o  
'  
T h e r e  i s  a l s o  t h e  3  - Y P  f o r m u l a  w h i c h  i s  e x p r e s s e d  a s  f o l l o w s  i n  d e d u c i n g  u n k n o w n  
v a r i a b l e s :  
~ 
( 1 + g Y = Y P p e r p @  K - Y P t y r s @  e  
Y P p e r p @  K x P V t y r s @  e ·  
( F u r t h e r  s t u d i e s  o n  t h e  c o n t e m p o r a r y  v a l u a t i o n  m o d e l s  w i l l  g o  i n  d e p t h  i n  v a l u i n 9  
p r o p e r t i e s  u s i n g  t h e  v a r i o u s  v a r i a b l e s  i n  l i n e  w i t h  t h e  p r e s c r i b e d ' m b d e l s  ) .  
'  
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3 2  
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